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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Members of
MML Distributors, LLC:

We have audited the accompanying statement of financial condition of MML Distributors, LLC (the
“Company”) as of December 31, 2003, and the related statements of loss, changes in members’ equity,
and cash flows for the year then ended, included in the Table of Contents, that you are filing pursuant
to Rule 17a-5 under the Securities Exchange Act of 1934. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these
financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the financial position
of MML Distributors, LLC at December 31, 2003, and the results of its operations and its cash flows
for the year then ended in conformity with accounting principles generally accepted in the United
States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The following supplemental schedule of the Company as of December 31, 2003 is
presented for the purpose of additional analysis and is not a required part of the basic financial

statements but is supplementary information required by Rule 17a-5 under the Securities Exchange
Actof 1934:

Page
Computation of Net Capital Pursuant to Rule 15¢3-1 of the

Securities and Exchange Commission 9

The schedule is the responsibility of the Company’s management. Such schedule has been subjected
to the auditing procedures applied in the audit of the basic financial statements and, in our opinion, is
fairly stated in all material respects in relation to the basic financial statements taken as a whole.

Wotyette <7 encds o2

February 13, 2004

Member of
Deloitte Touche Tohmatsu
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MML DISTRIBUTORS, LLC

STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2003

ASSETS
CASH AND CASH EQUIVALENTS
CASH SEGREGATED UNDER FEDERAL REGULATIONS

INVESTMENTS NOT READILY MARKETABLE,
At estimated fair value (cost, $85,100)

DUE FROM AFFILIATES

TOTAL ASSETS

LIABILITIES AND MEMBERS’ EQUITY

LIABILITIES—Accounts payable

MEMBERS’ EQUITY:
Members’ equity
Accumulated deficit

Total members’ equity

TOTAL LIABILITIES AND MEMBERS’ EQUITY

See notes to financial statements.

$ 1,625324

8,721

85,100

103,050

$ 1,822,195

$ 332,889

16,275,000
(14,785,694)

1,489,306

$ 1,822,195
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MML DISTRIBUTORS, LLC

STATEMENT OF LOSS

YEAR ENDED DECEMBER 31, 2003

REVENUE:
Commissions
Underwriting fees
Investment income

Total revenue

EXPENSES:

Commissions and selling expenses
General and administrative

Total expenses

NET LOSS

See notes to financial statements.

$91,575,848
150,050

8,425

91,734,323

91,575,848

329,572
91,905,420

$ (171,097)
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MML DISTRIBUTORS, LLC

STATEMENT OF CHANGES IN MEMBERS’ EQUITY
YEAR ENDED DECEMBER 31, 2003

Total
Accumulated Members’
Deficit Equity

$(14,614,597)  $1,660,403

(71,097 (171,097)

Members’
Equity
BALANCE—January 1, 2003 $16,275,000
Net loss
BALANCE—December 31, 2003 $16,275,000

$(14,785,694)  $1,489,306

See notes to financial statements.




MML DISTRIBUTORS, LLC

STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2003

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss

Adjustments to reconcile net loss to net cash used in operating activities—
changes in assets and liabilities:
Increase in cash segregated under federal regulations
Increase in due from affiliates
Decrease in accounts payable

Total adjustments

Net cash used in operating activitics
NET DECREASE IN CASH AND CASH EQUIVALENTSE
CASH AND CASH EQUIVALENTS—Beginning of year

CASH AND CASH EQUIVALENTS—End of year

See notes to financial statements.

$ (171,097)

(3,670)
(28,025)

7,105

(24,590)

(195,687)

(195,687)

1,821,011

$1,625,324



MML DISTRIBUTORS, LLC

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2003

1. ORGANIZATION

MML Distributors, LLC (the “Company”) is a limited liability company organized on November 10,
1994 under the Connecticut Limited Liability Act. The Company is owned by two members:
Massachusetts Mutual Life Insurance Company, with a 99% interest, and G.R. Phelps & Co., Inc. (a
wholly owned subsidiary of MassMutual Holding Company), with a 1% interest.

The Company is registered as a broker/dealer with the Securities and Exchange Commission (“SEC”), is
a member of the National Association of Securities Dealers, Inc. (“NASD”), and is licensed as a broker/
dealer in all 50 states, Puerto Rico, and the District of Columbia. It has entered into distribution
agreements with affiliates from which it receives commission and underwriting fee income. The
Company uses the National Securities Clearing Corporation as a clearing agent to process all customer
trades. »

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Cash and Cash Equivalents—The Company considers any investment with an original maturity of
three months or less to be a cash equivalent. The Company maintains its cash and some of its cash
equivalents in a money market fund managed by a related party (see Note 3).

Investments—Investments in not readily marketable securities are carried at cost, which approximates
estimated fair value. Cost is determined on the specific-identification method. Investments consist of
common shares of a NASDAQ private placement.

Interest Income—TInterest income is recorded on an accrual basis.

Revenue and Expense—Commission revenue and related expenses are recorded on the trade date.
Underwriting fees and expenses are recorded on an accrual basis.

Use of Estimates—The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclose contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenue and expenses
during the reporting period. Actual results could differ from those estimates.

Fair Value of Financial Instruments—Financial instruments, which include cash and cash equivalents,

receivables and payables, approximate their fair values because of the short maturities of these assets
and liabilities.



Recent Accounting Pronouncements—In May 2003, FASB issued SFAS No. 150, “Accounting for
Certain Financial Instruments With Characteristics of Both Liabilities and Equity.” The provisions of
SFAS No. 150 shall be effective for financial instruments entered into or modified after May 31, 2003
and otherwise shall be in effect at the beginning of the first interim period after June 15, 2003, except for
mandatory redeemable financial instruments of a nonpublic company. The Company believes that the
adoption of SFAS No. 150 will have no impact on its financial condition, results of operations, or cash
flows.

In January 2003, the Financial Accounting Standards Board issued Financial Interpretation No. 46 (“FIN
46”), “Consolidation of Variable Interest Entities,” which provides guidance to determine when
enterprises should consolidate variable interest entities (“VIEs”) and is effective for any VIEs created
after January 31, 2003 and applies in the first fiscal year after June 15,2003 to VIEs in which an
enterprise holds a variable interest that it acquired prior to February 1, 2003. The Company believes the
adoption of FIN 46 will have no impact on the financial condition, results of operations, or cash flow.

RELATED-PARTY TRANSACTIONS AND AGREEMENTS

Through distribution agreements, the Company was the principal underwriter of certain variable life
insurance policies and variable annuity contracts issued by Massachusetts Mutual Life Insurance
Company (“MassMutual”) and MML Baystate Life Insurance Company (“MML Baystate”), a wholly
owned subsidiary of MassMutual, for the year ended December 31, 2003. Independent brokers
appointed by MassMutual sell these policies and contracts for which they receive commissions. For the
vear ended December 31, 2003, the Company recognized $91,575,848 of commission revenue and
expense from MassMutual and MML Baystate.

Pursuant to its service agreements with MassMutual and MML Baystate, the Company is paid for
expenses incurred in marketing and selling the policies and contracts. For the year ended December 31,
2003, $150,050 in underwriting fees were earned by the Company collectively from MassMutual and
MML Baystate.

As of December 31, 2003, the Company had $1,625,323 invested in the Oppenheimer Money Market
Fund A (included in cash and cash equivalents), managed by Oppenheimer Funds, Inc. (“OFI”). OFI is
owned by Oppenheimer Acquisition Corporation, which is a controlled subsidiary of MassMutual. For
the year ended December 31, 2003, the Company received $8,425 in interest from this investment.

The Company has a service agreement with MML Investors Services, Inc. (“MMLISI”), an indirect,
wholly owned subsidiary of MassMutual, which provides for the performance by MMLISI of certain
services for the Company including, but not limited to, accounting, legal, and other general corporate
services. Under the service agreement, the Company pays a management fee equal to MMLISI’s
allocated costs related to the Company. The management fee for the year ended December 31, 2003 was
$180,000.

REGULATORY REQUIREMENTS

The Company is subject to the SEC’s uniform net capital rule (Rule 15¢3-1), which requires the
maintenance of minimum net capital. The rule also provides that equity capital may not be withdrawn
or cash dividends paid if the net capital ratio would exceed 10 to 1. The Company has elected to operate
under the alternative method of calculating its minimum net capital. Accordingly, the minimum net
capital required is $250,000. At December 31, 2003, the Company had net capital of $ 1,268,650, which
was $1,018,650 in excess of its required net capital. The Company is exempt from Rule 15c3-3 of the
Securities Exchange Act of 1934, pursuant to paragraph (k)(1).



BROKER’S BOND

The Company carries a broker’s blanket fidelity bond in the amount of $300,000. In addition, the
Company is afforded additional coverage under the MassMutual Corporate Fidelity Bond Program in the
amount of $100,000,000.

INCOME TAXES

As a limited liability company, the Company is classified as a partnership for federal income tax
purposes. A partnership is not subject to federal, and most state, income taxes. Each member is
required to report on its federal and, as required, state, income tax returns, and its distributive share of
the Company’s income, gains, losses, deductions, and credits for the year of the Company ending with
or within the member’s taxable year.
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MML DISTRIBUTORS, LLC

COMPUTATION OF NET CAPITAL PURSUANT TO RULE 15¢3-1
OF THE SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31, 2003

TOTAL MEMBERS’ EQUITY
LESS NONALLOWABLE ASSETS AND HAIRCUTS:
Due from affiliates

Securities not readily marketable
Haircuts on security positions

NET CAPITAL
MINIMUM NET CAPITAL REQUIRED TO BE MAINTAINED

NET CAPITAL IN EXCESS OF MINIMUM REQUIREMENTS

$1,489,306

103,050
85,100
32,506

1,268,650

250,000

$1.018,650

RECONCILIATION OF NET CAPITAL PURSUANT TO PARAGRAPH (d)(4) OF RULE 17a-5—
There are no material differences between the computation of net capital as stated above and the
corresponding computation prepared by, and included in, the Company’s unaudited Part IIA Focus Report

as filed.
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL ACCOUNTING CONTROL
REQUIRED BY SEC RULE 17a-5

To the Board of Directors and Members of
MML Distributors, LLC:

In planning and performing our audit of the financial statements and supplemental schedule of MML
Distributors, LLC (the “Company”) for the year ended December 31, 2003, (on which we have issued our
report dated February 13, 2004) we considered its internal control, including control activities for
safeguarding securities, in order to determine our auditing procedures for the purpose of expressing an
opinion on the financial statements and not to provide assurance on the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) under the Securities Exchange Act of 1934, we have made a study of
the practices and procedures (including tests of compliance with such practices and procedures) followed by
the Company that we considered relevant to the objectives stated in Rule 17a-5(g) in making the periodic
computations of aggregate indebtedness and net capital under Rule 17a-3(a)(11) and for determining
compliance with the exemptive provisions of Rule 15¢3-3. We did not review the practices and procedures
followed by the Company in making the quarterly securities examinations, counts, verifications, and
comparisons, and the recordation of differences required by Rule 17a-13 or in complying with the
requirements for prompt payment for securities under Section 8 of Regulation T of the Board of Governors of
the Federal Reserve System, because the Company does not carry securities accounts for customers or
perform custodial functions relating to customer securities.

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates and
judgments by management are required to assess the expected benefits and related costs of internal control
and of the practices and procedures and to assess whether those practices and procedures can be expected to
achieve the Securities and Exchange Commission’s (the “Commission”) above-mentioned objectives. Two of
the objectives of internal control and the practices and procedures are to provide management with
reasonable, but not absolute, assurance that assets for which the Company has responsibility are safeguarded
against loss from unauthorized use or disposition, and that transactions are executed in accordance with
management’s authorization and recorded properly to permit the preparation of financial statements in
conformity with accounting principles generally accepted in the United States of America. Rule 17a-5(g) lists
additional objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in any internal control or the practices and procedures referred to above,
misstatements due to error or fraud may occur and not be detected. Also, projections of any evaluation of the
internal control or such practices and procedures to future periods are subject to the risk that they may become
inadequate because of changes in conditions or that the effectiveness of their design and operation may
deteriorate.

-10 -
Member of
Deloitte Touche Tohmatsu
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Our consideration of the Company’s internal control would not necessarily disclose all matters in the
Company’s internal control that might be material weaknesses under standards established by the American
Institute of Certified Public Accountants. A material weakness is a condition in which the design or operation
of one or more of the internal control components does not reduce to a relatively low level the risk that
misstatements caused by error or fraud in amounts that would be material in relation to the financial
statements being audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. However, we noted no matters involving the Company’s
internal control, including control activities for safeguarding securities, that we consider to be material
weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the Commission to be adequate for its purposes in accordance with
the Securities Exchange Act of 1934 and related regulations and that practices and procedures that do not
accomplish such objectives in all material respects indicate a material inadequacy for such purposes. Based
on this understanding and on our study, we believe that the Company’s practices and procedures were
adequate at December 31, 2003 to meet the Commission’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
Securities and Exchange Commission, the National Association of Securities Dealers, Inc., and other
regulatory agencies that rely on Rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation
of registered broker dealers and is not intended to be and should not be used by anyone other than these
specified parties.

Yours truly,

Qescile + et & e

February 13, 2004
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